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BANKING AND 
CURRENCY REFORM 



WHETHER the monetary disturbances have 
reached their climaxand matters will nowstead- 
ily mend, or whether we are destined to witness 
a fresh outbreak from some unexpected quarter, is a ques- 
tion on which the most expert financier would hardly 
care to venture too dogmatic an opinion. Outside the 
financial world, the business community in this country, 
to whatever secSlion of it they belong, have had to stand 
and watch events for which they realize they are in no 
way responsible, but for which they have been penalized 
all the same, and cannot see, moreover, what is to be the 
eventual upshot of it all. Of course a nation's, like a 
firm's, customers, when they get into trouble are bound 
to involve loss upon those with whom they deal, and there 
is nothing surprising that industries like linen and jute, 
which are still dependent on the United States for the 
disposal of a very large proportion of their output, should 
find a sudden and alarming contra6lion enforced upon 
them. For one reason or another, however, our export 
trade with the United States has dwindled to such a 
relatively small percentage of the whole, that it has 
ceased to be an important fadlor in British industry, 
while trade in the great quantity of raw material and 
food which we import from that country should be stimu- 
lated to our advantage through cheapening prices, 
enabling us to lay in stocks on advantageous terms to 
the benefit of our industries. But the monetary crisis 
communicated itself to us in a very acute form, upsetting 
all calculations and placing us in a waterlogged condi- 
tion so far as new enterprise is concerned, nobody know- 
ing whether the necessary financial facilities will be forth- 
coming, or, if available, on what terms. This applies both 
to home industry and foreign trade, though by general 
consent the former was never in sounder or healthier 
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condition. We pride ourselves, too, on the soundness of 
our banking system, and hold it up as a model for other 
countries to imitate ; yet there is the possibility of there 
being an element of danger in it, less perhaps to its own 
solvency than to the stability of trade which is still largely 
dependent on it. 

This suggests itself from more reasons than one. There 
was a very serious crisis in the United States in 1873, 
through which this country passed almost as scathless 
as it is doing to-day, though with much the same incon- 
venience. A few years later a number of mercantile firms 
engaged in the East and West India trades, and more or 
less mixed up in each other's affairs, suddenly and unexpec- 
tedly collapsed, culminating in the downfall of the City of 
Glasgow Bank, and the widespread ruin that ensued , while 
still a poignant memory to some, is to most active business 
men to-day only a matter of history. It resulted, however, 
in an important banking reform limiting the liability of 
bank shareholders. Another collapse, greater in magni- 
tude, though less devastating in its results and just as 
little expected as the other, occurred in 1890, while as 
recently as 1906 the suspension of an important Indian 
banking -firm was announced, the ill consequences of 
whose failure fortunately were localized. We all hope and 
believe that no trouble of this sort is brewing in our midst 
now ; but these things come like a bolt from the blue, and 
the question we have to ask is whether if one were shot 
at the present time we should be prepared to withstand it? 

Though the year 1872 remained for more than a quarter 
of a century a record as regards the value of our exports, 
and has played an important part in the modern Tariff 
Reform agitation, the actual value, and particularly volume, 
of trade in this country is very much greater than it was 
then, yet there has been nothing like a corresponding 
increase in the liquid resources with which it is carried on. 
The active note circulation of the United Kingdom is 
about the same as it was in 1873, when there was already 
some contraction of trade. There are no data for arriving 
accurately at the gold circulation, but it is probably little 
greater than at that period, though the gold reserve in 
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the Bank of England is a few millions more. One item 
has certainly enormously increased, that is bank deposits, 
but as very few returns were published until more recent 
years there is no material for exact comparison. In 1873 
there were 118 English private and 56 joint stock banks of 
authorized issue, and actually issuing notes to the extent 
of nearly ;^5, 500,000; nowthere are not thirty all told, and 
their combined circulation falls short of ;^50o,ooo, the 
rights of the others having lapsed to the Bank of England, 
which has correspondingly increased its own issue, and 
at the same time accumulated additional gold. 

Notwithstanding this, the present generation of 
Englishmen has had no experience of a scarcity of cur- 
rency; the last occasion of anything of the sort was in 
1866, when as the result of the Overend Gurney failure the 
reserve of the Bank of England sank momentarily to 
;^4i 5,000. That there must have been a frightful short- 
age of bank-notes is obvious; whether this was extended 
to current coin requisite for everyday transadlions will 
be recalled by those people still living who passed through 
the experience. Since then, gold for ordinary purposes 
has never been difficult to obtain by those with the means 
to procure it; occasionally there has been a deficiency of 
silver, especially in coins of the smaller denominations, 
which the Mint has hastened to make good. In the inter- 
val, too, there has been substantial increase in population 
and a very considerable one both in wealth and trade 
turnover, and weekly wage-earners especially handle 
much more money than they did thirty or forty years ago. 
But we have been economizing more and more in the use 
of adlual money, and adopting the practice of settling 
the most trivial transadlions through the medium of 
cheques, the only large class of people who never now 
receive these in payment being the weekly wage-earners. 
We have extended a good deal of private, as well as some 
public, sympathy to our friends on the other side of the 
Atlantic on account of the shifts they were put to, to find 
the necessary money to pay their way, yet they have two 
or three times the amount per capita in circulation that 
we have, and nearly 75 per cent of it is either covered by 



6 BANKING AND CURRENCY REFORM 
coin and bullion, oris the adlual coin. The National Bank- 
note is the one form of pure credit currency any longer 
in use in the States, and the present necessity of increas- 
ing- this is deprecated by everybody who favours sound 
money. Still it is the credit of the Government with the 
entire nation behind it, whereas the enormous amount 
of credit currency that circulates daily among us has at 
thebackof itnothing but thebanksand their shareholders. 

Consequences of Ban\ Amalgamations 

This condition of things has been brought about gradu- 
ally, and almost imperceptibly. The extension of the 
clearing system to the chief provincial cities and distridls 
surrounding them, together with the expediting of its 
work, has had something to do with it, but the principal 
agency has been amalgamation among the banks them- 
selves. There are to-day in London eight joint stock 
banks that between them control more than half the de- 
posits of all the banks in the country (England) outside 
the Bank of England, which it may be mentioned in this 
particular respedl now stands second to one of the eight. 
They operate upwards of 2,500 branches, covering the 
entire country with a network. This agfain has been 
brought about less by the establishment of new branches 
than absorption of other banks, until there are only 
two or three private country banks of any magnitude 
left, and not a great many joint stock ones. The cheques 
of these banks naturally circulate with greater freedom; 
they areknown everywhere, and short of positive suspicion 
of the standingof the drawer are regarded with much the 
same confidence as a Bank of England note. This could 
not be the case if the holder of a cheque knew nothing of 
the bank on which it was drawn, and was perhaps more 
suspicious regarding the credit of it than of the drawer 
of the cheque. The movement has certainly made for 
economy, but it is doubtful whether the regular trade 
customers of the banks have gained thereby. The old 
principle of using the official Bank Rate as the standard, 
both for advances and discounts, is in most cases rigidly 
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adhered to, and in many five per cent seems to be regar- 
ded as the lowest figure at which business is permissible. 
But it allows country banks to be worked on much 
smaller cash resources, everything that can safely be 
spared being remitted to London, where it is used in 
adlive competition in the open market, extensively in 
international operations, without much regard to the 
official rate of discount. So that whatever part of the 
saving efFeiSled does not go to shareholders in the shape 
of higher dividends, is more often than not dissipated 
among people engaged in foreign trade, or still more 
likely in foreign finance. So long as full confidence is 
maintained everything works smoothly, but if for any 
reason depositors in any one of the eight banks became 
restive, the possible consequences are too dreadful to 
contemplate. 

Apart altogether from serious disaster, there are other 
disturbances that result from this concentration of bank- 
ing power within so narrow a range. For one of them 
we need go back no further than the end of 1906. 
Big American speculators were determined to force a 
further volume of gas into their already over-inflated 
balloon, and having exhausted the supply on their own 
side of the Atlantic, made application for a share of ours. 
The terms offered were so tempting that some of the 
London banks succumbed and granted credits which 
permitted so rapid and persistent a drain of gold that 
bank rate was forced to 6 per cent, greatly to the detri- 
ment of business in this country, which had legitimate 
uses for the money diverted by these means. That gold 
was not returned, but was gradually replaced in the Bank 
of England reserves from other sources, only to be raided 
more violently than ever in the closing months of 1907. 
This time the banks refrained from unduly facilitating the 
movement, which nevertheless they proved powerless to 
resist. They are not, therefore, directly responsible for 
the 7 per cent bank rate ; indirectly they are, because the 
assistance afforded the gamble last year greatly intensi- 
fied the subsequent breakdown of credit in the United 
States. They secured their spoils, and bank profits were 
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on a record scale, enabling the maintenance, and in some 
instances increase, of dividends in conjundlion with 
writing off large sums for depreciation of gilt-edged in- 
vestments. 

Fortunately, speculation in this country at the time was 
within the narrowest compass, and the internal strain 
thereby reduced to a minimum. But we have not suddenly 
become so moral a nation as never again to indulge in 
a big gamble, and sow the seeds of a panic harvest. The 
memory of the last in South African gold shares is still 
green, and if that bubble had been kept afloat a little longer, 
and the pricking process contemporaneous with the 
American crisis, this country might easily have been in- 
volved in one itself as acute as it has ever gone through. 
It is legitimate trade and industry that are at such times 
hit harder than speculation, as we have evidence on the 
other side of the Atlantic, where prosperous concerns 
were compelled to shut down from sheer inability to 
obtain control over, much less use of, their liquid assets. 
Our liquid banking resources at home may be ample for 
internal demands at all likely to be made on them ; they 
are certainly insufficient to finance the rest of the world 
at the same time, and unless some check is put upon this, 
we have no absolute guarantee against a recurrence of 
what happened in 1825, when the cash till of the Bank 
of England ran quite dry, or in 1866 already alluded to. 

Financial Vulnerability in War Time 

So that whatever satisfaction we may feel at the way 
we have withstood the last American crisis, it must be 
borne in mind it only knocked at our doors in passing 
without seeking or obtaining admittance. Just the same, 
the occurrence does, or ought to, make us ask ourselves 
whether, after all, we are sufficiently watertight to with- 
stand the flood of afinancial, orstill worse a political, burst 
up such as can never entirely be guarded against. Of the 
former we have had several experiences in comparatively 
recent times, and managed to pull through without more 
than temporary loss and embarrassment ; of the latter. 
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barring the South African war, we have gone through 
nothing to serve as a guide under modern conditions. 
That event, too, was negative rather than positive in its 
direct results on our financial equilibrium; there was 
sudden stoppage of an important inflow of gold, but our 
opponent had no power to draw any from us. We 
have to go back to the Franco-German war, nearly forty 
years ago, to find any serious disturbance in the London 
market as the direct result of war, though we were in no 
way involved in that conflict. But the enormous indemnity 
exacted by the conqueror had to be discharged in some- 
thing more tangible than bonds, and when the first instal- 
ment of it, along with other sundry claims amounting 
altogether to nearly ;^50, 000,000, was paid to a 
large extentin bank and mercantile bills on London 
at early maturities, considerable alarm was felt in finan- 
cial circles as to what the result might be. Germany, 
moreover, had determined to establish a gold currency, 
and had to provide at least the equivalent of ;£'6o,ooo,ooo 
sterling before shecould accompHshit,andwasat thattime 
actually turning out gold coins from the Mint at the rate of 
over ;^5oo,ooo a week. Bismarck was not the man to con- 
sider the interests of another nation, where those of his 
own were at stake, and would without compunction have 
drawn the last sovereign from the Bank of England if it 
had suited his purposes; and the holding by the Imperial 
Treasury of an enormous amount of sterling exchange 
virtually gave him the power to accomplish this. Of 
course, nothing of the sort happened ; the mere attempt 
would have caused so violent a disturbance of trade 
throughout the world, that Germany must have suffered 
along with the rest, and it was most essential to keep the 
channel clear for the expansion that was already initiated 
and has been one of the most prominent features of the 
commercial and industrial world within the last quarter 
of a century. 

The occurrence, nevertheless, affords us a valuable cue. 
Much has happened in the interval, but London main- 
tains its pre-eminence as the financial focus of the world, 
and a considerable part of the liquidation of the foreign 
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trade of Europe still takes place through the London 
Clearing House. But it is no longer the exclusive monopoly 
of British banking institutions, even though these are in- 
variably used for the final adl. Some of the greatest of 
the foreign banks have established agencies in London, 
not merely for facilitating trade with their respedlive 
countries, but to compete actively for whatever profitable 
business is offered in London itself, and they constitute 
now a most important fa6tor in the financial economy of 
the metropolis. Some of them do an acceptance business, 
all discount freely from time to time, and it is this por- 
tion of their transadtions to which attention must be paid. 
Through it, they may become holders of immense sums 
of sterling bills payable in London, and can by their 
means obtain control over its cash resources. Moreover, 
this class of business is done very quietly; and backed by 
their head offices abroad, and working through brokers 
here, an accumulation of twenty or thirty millions might 
be made in one or two hands without many people being 
much the wiser. 

Now suppose at a time of political friflion, and with a 
view to the possible outbreak of hostilities, one or more 
of the foreign banks amassed bills in this way by means 
of capital or credit obtained abroad, by no means diffi- 
cult, much less impossible. As these bills fell due they 
would be presented at the banks where they were pay- 
able, and by which many of them might be accepted, thus 
establishing an indubitable claim, and payment demanded 
in notes, which in turn would be taken straight to the Issue 
Department of the Bank of Englandand changed for gold, 
to be immediately shipped off out of the country. Norwould 
an adlual state of hostilities prevent it, as the bills might 
be dealt with in exadlly the same manner through the 
banks of a neutral State which would carry out the trans- 
adtion as a matter of business, and without regard to any 
question of friendliness or neutrality. The thing looks so 
simple as to be almost incredible, yet could certainly be 
accomplished, and the country struck temporarily with 
financial paralysis without having suffered defeat, or even 
in the teeth of a military or naval vidlory. Of course, we 
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should look to other friendly wealthy nations to come 
to our rescue, as they probably would under such cir- 
cumstances at a price; but we do not rely on this for the 
protection of our shores, and spend more than sixty 
millions per annum in order that we may sleep quietly 
in our beds free from the fear of any such risk, 'fo secure 
ourselves against similar financial risk we spend not a 
penny, and never give it a thought. Nor would we be 
able to retaliate, as we could not amass any large sum 
in bills payable in a foreign financial capital if we would. 
In illustration of what might follow, we need once 
more to refer to France. Mainly owing to its double stan- 
dard of currency (sometimes miscalled bimetallism), Paris 
vied with London, if it did not frequently outstrip it, as 
the exchange mart of the world. Circumstances destroyed 
that system, which is never likely to be resuscitated in 
anything approaching its old form. Yet when the war 
with Germany broke out in 1870, notwithstanding that 
France at the time possessed more gold than Great Bri- 
tain, the Bank of France had almost immediately to 
suspend specie payments, which have never since been 
fully resumed, as it no longer parts with gold for export 
except by arrangement. Yet the notes of the Bank never 
went to a discount, but always passed current at full 
f3.ce value, or within the merest fradtion of it. One reason 
for this was, that there was always abundance of me- 
tallic money in the country ; the French people are natural 
hoarders, and almost by instinft since the days of the 
Revolution have kept by them supplies of gold and 
silver, which though not in circulation at the critical mo- 
ment, still constituted a real reserve to fall back upon. 
There was something worse than suspension of specie 
payment, for within a very brief period the equivalent of 
upwards of ;^30,oao,ooo of French mercantile bills went 
to protest, not on account of insolvency of the accep- 
tors, but simply because liquid assets to pay them were 
for the time unobtainable. As reverse followed reverse 
to the French arms, English creditors wrote off the sums 
owing to them by French houses as irrecoverable bad 
debts, only to be agreeably surprised at receiving them 
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in full soon after the cessation of the war; and of the 
immense amount of temporarily dishonoured paper, it 
is said that in a comparatively short time there was 
not ;^25o,ooo unpaid. Yet Germany made no attack on 
the financial integrity of France, was not indeed in a 
position to do so, and these things might have happened 
had France proved vi6lorious. What eventually saved 
the credit of the country was the hoards, a few large, but 
mostly moderate and small. 

Our circumstances are different in more ways than one. 
To begin with, we have seen that a foreign nation might, 
almost unknown to us, become our creditor to an extent 
that would absorb a large part of the current coin and 
bank-notes in the kingdom. It may be argued against 
this that we are the greatest creditor nation in the world, 
and under the circumstances would have to call in imme- 
diately a considerable portion of foreign and colonial in- 
debtedness to us; but it is much easier said than done. 
Besides, the very countries by which we could be chal- 
lenged to wage war on anything like equal terms are 
our creditors not our debtors, certainly as far as trade 
balances are concerned, and one at least as the holder of 
our securities, and we regularly discharge part of our 
indebtedness in gold which we receive from countries like 
South Africa in payment for what we sell to them. There 
is, consequently, no redress in that diredlion. Again, we 
do not, as a people, hoard; if we are fairly well-to-do, we 
keep whatever money we do not adlually want for cur- 
rent use in a regular bank; if poor, our small surplus is 
entrusted to a savings bank, Government or Trustee, and 
the only coin outside the banks is what is necessary for 
till and pocket-money, so that our liquid cash resources 
are exceptionally open to attack. What would most likely 
happen in the circumstances described is, that the London 
banks would, to maintain their credit and meet the drain 
on them, begin by calling up every available five-pound 
note and sovereign from their country branches. The 
rapid depletion of currency for everyday use would lead 
to a run on the Savings Banks in which there are up- 
wards of twelve million depositors with an aggregate of 
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;£^2 10,000,000 standing at their credit, and the final afl 
of the drama, or rather tragedy, would be the worst 
internal money panic ever experienced in this country. 

Basis for a Gold Ke serve 

This need give no occasion for serious alarm, much less 
hysterics. We have only thoroughly to realize the danger 
to set quietly about the work of erecting stout bulwarks 
against it. The moment is specially propitious, not merely 
because we are having a sharp lesson, but also because 
we are at peace with the whole world and there is not a 
nation in it that can take umbrage at our putting our 
financial house in order, or interpret such action as a 
menace to itself. The remedy is very simple. If our people 
will not hoard — and it is not desirable they should be en- 
couraged to do so — the banks to which they entrust the 
keeping of their money must be compelled to hoard a 
certain amount of it for them, which shall be maintained 
in a special reserve, not to be touched for any foreign 
purpose, unless in case of great urgency and with express 
National consent. Then if some day a foreign enemy does 
obtain too great control over our liquid assets, and suc- 
ceeds in draining the Bank of England to the dregs, we 
shall merely have to adopt the attitude of France, and 
tell them they must wait for the rest until we can melt 
our more solid resources. While that is being done we 
shall have something to fall back upon at home to pre- 
vent internal paralysis, and save ourselves from the ill 
results that always precede, if they do not accompany, 
panic legislation such as the suspension of the Bank 
Charterand the unlimited issuejof uncovered papermoney. 
The extent of such a reserve, which should be in gold 
and free from any paper security, however sound or gilt- 
edged, must necessarily bear some proportion to the 
deposits it is meant to protect. At present, the leading 
joint stock banks, in their monthly statements, usually 
show an average of about 15 per cent of cash in hand and 
at the Bank of England against their deposit and current 
accounts ; but this is to some extent fictitious, as the pro- 



14 BANKING AND CURRENCY REFORM 
cess known as "window dressing" is regularly practised 
by some of them, and the money so called in disbursed 
promptly again until required for the next similar per- 
formance. An additional lo per cent is lent on call or at 
short notice principally to bill brokers against bills of 
exchange; but as a recent experience in the City proved, 
there is always risk that in a time of crisis a portion of 
this may cease to be liquid. The deposits held by the 
whole of the joint stock and principal private banks of 
the United Kingdom, exclusive of the Bank of England 
which is itself a reserve bank, and allowing for some 
duplication on account of deposits of country banks with 
London agents other than the Bank of England, may be 
estimated at about ;£'8oo,ooo,ooo ; the available cash — 
gold and notes — would consequently work out at 
;^i 20,000,000, and cash at call or short notice another 
;^8o,ooo,ooo, but the latter is really credit, and does not 
represent either coin or notes. The variation of a few 
millions in such large figures is, of course, of little mo- 
ment. A permanent reserve equal to 5 per cent of the 
deposits would consequently be by no means an extrava- 
gant demand, and would amount in round figures to 
;^40,ooo,ooo. But if in gold, it would more than exhaust 
the entire stock ot sovereigns and half-sovereigns held 
by the banks, always exclusive of the Bank of Eng- 
land. Consequently not only must accumulation be 
gradual, but means must be taken to attract gold from 
elsewhere. 

The building up of such a reserve might be spread 
over a period of say five years in equal half-yearly instal- 
ments, thus affording ample time to the banks to adjust 
themselves to the altered conditions and provide the 
necessary gold. To reduce an adtual cash holding of 
;^i 20,000,000 by ;^4,ooo,ooo could make no appreciable 
difference in ordinary times to theworking and accommo- 
dation afforded, especially if provision be made for the 
use of the money under conditions that will be dealt with 
later. Nor will there beany difficulty in procuring sufficient 
gold in the time named from external sources in case we 
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cannot economize the use of some portion at home and 
release it for this purpose. The world's gold produflion 
is establishing a fresh record each succeeding year, and 
the annual output is now valued at something like 
;^85,ooo,ooo with every prospedt of maintenance, if not 
increase, for a considerable period to come. Though we 
import a considerable portion of this, we re-export most 
of it again, and retain comparatively little for our own 
use, insufficient indeed, in some years, to furnish the or- 
dinary demand from the artistic and manufadluring 
industries that consume it. 

The year 1893 was a most important one in the history 
of the world's currency, inasmuch as it brought to an end 
the reckless silver legislation in which the United States 
had indulged, and established a worldwide sentiment in 
favour of the gold standard. This has been followed by 
the steady and persistent absorption of gold for currency 
purposes, either for circulation in coin, or more generally 
as reserves against note issues. Moreover, after many 
years of stagnant output the yield of the metal was once 
more on the increase, which added further stimulus to 
the desire to possess it. The figures from 1894 onward§ 
are consequently highly instrudtive, especially as showing 
the visible increases in reserves. The following table gives 
the position as it was early in that year, and contrasts it 
with the latest figures available. The latter, it is true, are 
in a somewhat disturbed condition and differ from the 
normal, but it must be remembered it is protedtion against 
disturbance we are now seeking. 
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ProduSlion and Distribution of Gold 

Estimated total Gold Production 1894-1907 inclusive £840,000,000 

Total Gold Imports into United Kingdom, 1894-1907 

inclusive 463)'02,i96 

Total Gold Exports from United Kingdom ditto 387,086,786 

Retained for Currency and other purposes 76,015,410 

1894 1907 

Stock of Gold, Bank of England (Issue 

Department) ;£22,882,72o £29,753,540 

Stock of Gold, Bank of France 67,939,000 107,637,000 

Stock of Gold, Bank of Russia (about) 58,000,000 95,188,000 
Stock of Gold, Austro-Hungarian Bank 10,603,000 45,793,000 
Stock of Gold, German Reichsbank ... 39,886,000 35,028,000 
Stock of Gold, Bank of Italy (about) ... 10,000,000 40,993,000 

Stock of Gold, Bank of Spain 7,918,000 15,648,000 

Stock of Gold, United States: In Trea-'l 

sury free and in Reserve against 

Note Circulation 

In Reserves of National Banks, State 

and other Banks and General 

Circulation ] 130,000,000 

None of the banks of the smaller European States carry 
at any time considerable stocks, and these are consequently 
omitted. Japan, however, has in the interval adopted the 
gold standard and absorbed about ;^I5, 000,000 of the 
metal, while one result of the Indian currency legislation 
of 1903 has been an increased net import of gold into 
that dependency of about ;^30,ooo,ooo compared with 
the similar preceding period. 

Russia has been a gold producing country for probably 
a longer period than any other still contributing to the 
world's supply, and has thus enjoyed a natural power of 
accumulation. The stock of themetal held by the Imperial 
Bank, both on account of the Government and against 
note circulation, was heavily drawn upon during the 
period of the war with Japan, pnd though partially re- 
plenished since, is fully ;^2S,ooo,ooo below the maximum 
attained prior to that event. In 1894 the currency of Italy 
was still depreciated paper, and coin of anysortextremely 
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difficult to retain in circulation or even in the country at 
all. Subsequent return to specie payments and the adop- 
tion of the gold standard necessitated a great influx of 
the precious metal. 

The addition of upwards of ;^75, 000,000 to the stock 
of the United Kingdom is more apparent than real. There 
is no official record of a6lual consumption of gold in this 
country in the industries and the arts, but a moderate 
estimate of it is ;^3, 000,000 per annum, and on occasions 
it may be nearer ;^5, 000,000, so this alone must have 
absorbed the greater part of the net import. Further, 
there is a considerable invisible export. Visitors arriving 
from America or the Continent generally bring with them 
letters of credit or the paper currency of their own State, 
which is converted into English notes or gold. On depart- 
ing, especially for the Continent, they have usually some 
English gold in their possession, the sovereign being well 
known and acceptable almost everywhere at its full ex- 
change value, and for the same reason British travellers 
carry them out of the country in considerable quantities 
as well. They gradually filter through to the banks, and 
when theexchangesare favourableto London, as recently, 
they come back again in large sums and are recorded as 
imports, though no note was taken of original export. 
After allowance for these leakages, it may be doubted 
whether the a6lual addition to current gold supply is 
much in excess of that held by the Bank of England; in 
any case ;£'2o,ooo,ooo forms an outside figure at which to 
place it. 

Obviously we of all the countries dealt with, except 
Germany, which is satisfied with a smaller reserve against 
average note circulation than any of the others, but has 
often to submit to a high rate of interest as a conse- 
quence, stand alone in having failed to secure our fair 
proportion of the addition to the world's gold supply. 
This is not because our market for gold is free; we could 
have retained much more had we set our mind on it; the 
phenomenon is simply another phase of the effort of our 
bankers and financiers to economize the internal use of 
currency to the utmost possible extent, which has doubt- 



i8 BANKING AND CURRENCY REFORM 

less resulted in increased profits to themselves. The fore- 
going' figures, however, prove two things: first, that we 
have been somewhat lax in our views in this respedl, and 
in comparison with other nations have allowed ourselves 
to approach too near the danger point of a possible gold 
famine; and, second, that gold is still at our disposal if 
we are determined to take and retain it. So far, therefore, 
no great harm has resulted. 

Utility of a Gold Reserve 

On the other hand, we do not want a gold reserve locked 
up where it is no use to anybody. Provided there is ade- 
quate guarantee that under no circumstances shall the 
gold be exported, the whole of it should be available 
for ordinary trade and finance purposes. The means of 
ensuring this is by a note issue, fully covered by, but 
not convertible into, gold, which would render it of no 
avail beyond the United Kingdom. But if it is to answer 
the purpose of a real reserve, there must be some 
restriction, and this can be introduced through a tax in 
the shape of interest on whatever goes into actual circu- 
lation. We want to establish, if possible, a system that 
will prevent wide fludluations in the rate of interest on 
which the financing of nearly all our commercial trans- 
actions is based, similar to what prevails in France, 
where throughout the recent crisis money has been abun- 
dant for all legitimate purposes at from 4 to 4J per cent; 
but without at the same time endangering, much less 
relinquishing, our free market for gold. We must en- 
deavour, therefore, to regulate the reserve with this 
object, and it ought to be attainable by graduating the 
charge. Let it be divide.d into four equal parts, and each 
bank contributing allowed to issue notes to the full extent 
of its deposit on the following terms: 

First fourth at the rate of 2 per cent per annum; 
Second fourth at the rate of 3 per cent per annum; 
Third fourth at the rate of 4 per cent per annum; 
Remainder at the rate ot 5 per cent per annum. 
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Consequently, when money in the open market is very 
cheap the reserve will probably remain intact: as the 
former increases in value the latter will be drawn 
upon, until in time of stringency the whole would be in 
use. As the adlive note circulation of the United King- 
dom is seldom much in excess of ;^40, 000,000, the reserve 
would almost provide for it, leaving the amount of or- 
dinary issues of the Bank of England and the Scotch and 
Irish banks free in times of emergency for whatever 
purposes it might be required. 

There need be no more interference with control and 
management of the banks than exists at present, beyond 
the mere safeguarding of their gold reserves, which would 
be undertaken probably either by the Bank of England 
or a department of the Treasury. When payment of the 
last instalment has been made, nothing further will be 
requisite beyond deposit or withdrawal of gold on some 
fixed date each half year in accordance with the last 
issued balance-sheet of each institution concerned. The 
reserve issue, too, would be entirely at their own discre- 
tion and, subject to uniformity in the nature and denom- 
ination of the notes, each bank might print and keep 
its own, the same as its cheques, the validity of what 
are in a6lual circulation being attested by the counter 
signature of an official of the Reserve Fund, who would 
require to keep a register of them. Possibly a minimum 
period might have to be assigned for the interest charge 
to prevent undue issues to meet purely casual demands 
which would be immediately withdrawn and cancelled 
when they had served a special purpose. 

'Possible Results to Bankers 

That such a change would at first involve some loss ot 
profit to the banks seems more than probable. There is 
no reason to suppose it would be at all serious, as the 
fixed reserve would be at the expense, partly of cash in 
hand yielding no profit at all, partly of loans and invest- 
ments earning the lowest rates of interest, while as a set- 
off there would be a profit on the use of some portion of 
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the reserve itself. While it is not pleasant to hint at pos- 
sible redudlion of dividends, even though it may prove 
only temporary, these are so handsome, ranging on the 
great joint stock banks, with few exceptions, from 15 
per cent upwards, that a small decline is not a matter of 
great concern. It must be borne in mind, too, that the 
bulk of the profit is earned, not on shareholders' capital, 
but on customers' deposits, and anything calculated to 
add to the security of these at slight cost is deserving of 
the utmost consideration. No doubt, the banker will en- 
deavour to recoup any possible loss from his customer, 
but this is a matter for the customer to settle with his 
banker. 

The State is the greatest of all bankers, holding de- 
posits from the public of over ;^i 50,000,000. But it 
issues no balance sheet or statement of its affairs, indeed 
this would be difficult, seeing that its ordinary transac- 
tions are mixed up with those of the Post Offices through 
which the savings banks are worked. Beyond ordinary- 
till money, presumably everywhere sufficient to meet cur- 
rent demands, there is no cash reserve except a deposit 
in the Bank of England, not distinguished from those of 
other Government Departments, and never aggregating 
more than a few millions. The public deposits are in- 
vested to within a very narrow margin in Government 
interest-bearing securities, and the whole business rests 
absolutely on the credit of the nation. As previous appli- 
cation must be made for withdrawal of all but the smallest 
sums, and the particular Post Office where payment is 
required specified, provision for such can always be made 
if the working balance is likely to be reduced below a 
safe level. But no provision exists for a general run, the 
possibilities ot which have been hinted at, and there is 
every reason why the State should be called on to con- 
tribute its quota to the gold reserve along with the other 
banks, with the same recourse upon it in case of need. 
This would mean a further addition to the fund of 
;^7) 500,000, while the Trustee Savings Banks with over 
;£'5o,ooo,ooo of deposits would require to be dealt with 
in somewhat similar fashion. 
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Intricacies of London Finance 

Were it only a matter of the various banking institutions 
already dealt with, the problem of a gold reserve would 
be comparatively easy to solve. It is, however, much in- 
volved by the multitude of discount companies and firms, 
and foreign and colonial banks, which to a greater or less 
extent enter into competition with the regular banks, and 
would be afforded a distindt advantage over them if the 
latter were compelled to tie up any appreciable amount 
of their funds. Their operations, moreover, are of so di- 
verse a charadler that it is almost impossible to find any 
common denominator on which to assess them. In the 
first place, there are the great discount corporations and 
private limited firms of scarcely less magnitude, which 
invite and receive deposits from the public and open cur- 
rent accounts just like the banks, and frequently offer a 
slightly higher rate of interest, which is attra6live. This 
they can afford to do through their ramifications being 
less widespread, which enables them to work on smaller 
reserve balances; they lock up a very small portion of 
their funds in business that cannot be quickly liquidated, 
and concern themselves but little with the financing of 
produce, or industrial undertakings, unless through the 
medium of readily negotiable bills. Having, therefore, 
narrower margins to begin with, it would be manifestly 
unfair to allow them full use of their deposits if a restric- 
tion is placed on the freedom of the banks. It would 
create a situation very similar to what has recently caused 
so much trouble in New York, where to escape the rigour 
of the banking law, a number of powerful Financial 
Trusts have grown up, some of them quite overshadowing 
the banks, and in a few cases, as has recently transpired, 
loaning their resources to a dangerous extent. Like the 
English Discount Companies they offer better terms for 
fixed deposits, and were the opportunity afforded the 
former of materially extending their operations on profit- 
able lines, there is no doubt they would blossom out into 
much bigger concerns than they are. They, too, must 
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therefore be called on to contribute to the gold reserve, 
with the same recourse upon it as the banks. The only 
question is, whether seeing their business is more cir- 
cumscribed, the contribution should be quite in the same 
proportion, but this is a detail that would need to be 
settled by discussion and arrangement. There are also 
many minor concerns, not only in London but throughout 
the country, that work on deposits from the public and 
would call for a little overhauling as well. 

All this is simple compared with the Colonial and 
Foreign banks, only a portion of them actually domiciled 
in this country, though there are some so-called foreign 
banks based entirely on English capital as well as man- 
agement. With the Colonial and Indian banks must also 
be classed one or two important concerns trading prin- 
cipally with the Far East. The attention of these is con- 
centrated on the trade and finance of the possessions and 
countries they are more directly associated with, and only 
incidentally do they come into competition with London 
banks, of which they are indeed often valuable customers. 
But they, too, offer tempting terms to British depositors, 
and have by this means obtained control over large sums 
of money. It is devoted chiefly to development and trade 
overseas, and a financial upset in this country does not 
necessarily affect such deposits, which really represent 
money lent abroad. Such banks are consequently pretty 
sure to object to the transfer of any portion of their funds 
to a purely British reserve ; the bulk of their deposits in 
any case would be immune, because they belong to cus- 
tomers abroad. 

The Continental banks are much more varied in their 
operations. Few of them seek or obtain English deposits 
on any considerable scale, and such current accounts as 
are run with them in London mostly belong to firms of 
the same nationality domiciled there, or others abroad who 
use them for settlement of transactions in the United 
Kingdom. Some of them at times utilize a good deal of 
foreign money in London, and this is specially the case 
with the French banks. We have seen lately how very 
difficult it is to obtain gold from France, and the great 
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French banking institutions, knowing this from long ex- 
perience, must find it expedient to keep considerable 
floating balances where they are promptly available for 
international use. Not necessarily, of course, in gold, but 
in securities like bills of exchange promptly convertible 
into gold. The German banks, on the other hand, are not 
similarly handicapped at home, and their London branches 
are consequently free to use English money in Germany, 
or German money in England, just as it suits their pur- 
pose. One of these concerns is probably the keenest all- 
round foreign competitor there is on the London market. 
Then there is a great Japanese bank engaged sometimes 
in immense transactions on behalf of the Government of 
that country, but its operations have always been con- 
ducted with such studious regard to the conditions of the 
London money market that it has earned the good will of 
the whole English financial world. 

South and Central American banking concerns fall into 
quite another category. Many of them are English com- 
panies under English management and boards of directors, 
working on English capital, but principally foreign 
deposits, as their business in this country is largely of an 
exchange character, and it is abroad where the more 
general banking business is carried on. No reference has 
yet been made to the country which absorbs more of our 
attention and our trade than any other, the United States, 
and if relegated to the end it is not from any lack of 
importance. But no English banks operate directly in 
America, nor American banks in England ; they merely 
use each other as agents. Even then they account for but 
a small portion of the total turnover, the bulk of it pro- 
bably passing through the private banking firms which 
do a huge business. Once more it is principally in ex- 
change which need not necessarily involve very large 
capital, either fixed or flu6luating on deposit. But they, 
too, have agency business in State loans, railroads, and 
innumerable other undertakings, which deposit with them 
money for the payment of coupons and interest, redemp- 
tion of bonds and stock, discharge of trading accounts, 
and numerous other items, and in this way they must 
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sometimes control large sums of ready cash. The house 
of Baring, for instance, according to its last published 
balance-sheet, held deposits of upwards of ;^i 2,000,000, 
but then it by no means confines its operations to the 
United States, and was recently the intermediary of the 
transfer of ;^5,ooo,ooo from Russia to Japan. These 
figures afford an insight into the magnitude of operations 
quietly conducted which never figure in published ac- 
counts at all. 

The whole presents such a frightful tangle, that one is 
afraid to touch it for any purpose of systematisation or 
regularisation whatever. Yet it is obvious that the indi- 
vidual concerns must come into contact with our joint 
stock and private banks at many points, and that if these 
are to have any restraint imposed upon the free use of 
their funds, the others cannot but obtain some advantage, 
however slight. Now that will be recognized as hardly 
fair, but on the other hand, we want no advantage what- 
ever over them, and so long as they carry on a legitimate 
business, as they have always done hitherto, we wish to 
preserve to them the utmost freedom. There is no doubt 
their presence and operations here add immensely to the 
financial prestige of the country, though it is more than 
likely our present depleted cash resources are a menace to 
the stability of this conglomeration reposing upon too 
slender a basis. That is a matter that concerns them quite 
as much as it does us, and they cannot but be willing to 
render assistance to make things more secure. With a 
strong internal gold reserve, the variation of a few mil- 
lions in the ordinary reserve of the Bank of England in 
times of special activity, or even of stress, would be of 
comparativelysmall consequence, and everybody who had 
access to it would enjoy greater freedom of movement. 
Surely this is worth the sacrifice of a trifle to obtain. 

How to obtain the trifle is the difficulty. It certainly 
cannot be done by an all-round contribution to a gold 
reserve. The way to this is clear enough as regards banks 
and institutions that both accept and utilize deposits 
within the United Kingdom, but a foreign bank employ- 
ing foreign money in British trade would almost appear 
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entitled to draw something out of the reserve, yet it is 
earning a profit, and perhaps a better one than most 
British banks for the time being. The only way seems to 
be to impose a slight tax on the aggregate turnover in 
this country of such financial institutions and firms that 
do not contribute directly to the gold reserve, exercising 
the utmost care to prevent it working out at more than 
the tax likely to fall on the reserve banks. What that tax 
is to be, and even the manner in which it is to be levied, 
must be left to the decision of expert financiers intimately 
acquainted with all the details of the internal working of 
these establishments. There is no reason why this should 
cause any delay in the main object in view, as it is incon- 
ceivable that any reputable concern will refuse eventually 
to take its share of responsibility for the greater safety of 
all. One thing, however, must now be quite apparent. This 
is not a work for private agreement among those imme- 
diately concerned. Whatever is done must be incorporated 
in the law of the land and adequate machinery provided 
for carrying it into effect. 

The proceeds of such a tax, as well as the interest 
charged on reserve issues, would presumably fall to the 
Government, to which objection is sure to be urged on 
the ground that it constitutes a direct tax on banking 
and trade. Were it returned by some means to those who 
actually pay it, there would be no reason for imposing 
a charge at all, which in turn would destroy the incen- 
tive to restriction that should make this reserve of real 
value. It is quite possible, when the amount so accruing 
on an annual average is ascertained, to readjust some 
corresponding taxes, such as stamp duties, and over- 
come the obstacle. 

Ris{s Involved to Minor Currency 

The introdudtion of so large a sum into internal currency 
must tend in course of time to diminish what is in free 
circulation, and provision ought to be made for any 
stringency likely to result from this cause. For every 
transaction above;^5 there are scores, possiblyhundreds, 
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below this figure, and for all such between gs. iid. and 
that sum gold is practically the medium of settlement 
throughout England and Wales, Scotland and Ireland, 
of course, having considerable issues of ;£'i notes. A very 
large amount of gold is consequently always in private 
circulation outside the banks, and any attempt to work 
international finance on a smaller free stock of the metal 
would probably result on occasions in a severe squeeze 
on what is in active use, the great London banks, as we 
have already discovered, possessing immense power of 
drawing from the country. As the gold in the reservewould 
not be available to replace such withdrawals, there might 
easily arise an inconvenient scarcity of coin for the purposes 
of regular retail trade. This might be obviated bytheissue 
of small reserve notes, but for several reasons such a 
course is not desirable. If put into general circulation 
they would be difficult to recall, and the reserve currency 
would thereby lose some of the elasticity that ought to 
prove one of its most valuable charadleristics. The issue 
should be confined as far as possible to notes of large 
denomination which would circulate within narrow com- 
pass, replacing similar Bank of England notes, and so 
easily recalled and cancelled when no longer required. 
At the same time it might be advisable to establish the 
right to issue small notes, but only in emergencies de- 
clared by some duly appointed and authoritative body, 
short of this, fixing the minimum at say ;^5o. 

Soundness of the Circulating ^Medium 

There is another and probably more effective method of 
affording protection to the smaller circulating medium. 
There is such a thing as having too good a currency, 
and it was this that led originally to the establishment 
in this country of the gold standard, which was the first 
to adopt it, and has only within comparatively modern 
times been followed by any influential imitators. Without 
going into the history of that standard, it is sufficient to 
say that the forcible expulsion of silver to which it owed 
its origin was attended by both loss and inconvenience, 
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and until the early 'seventies of the last century it was 
regarded by eminent men in this and other countries with 
much misgiving, France with its double standard being 
usually a more important exchange centre than England 
with its single gold one. Now, of course, the situation 
is entirely reversed, but it is by no means impossible 
that it will not one day be again changed and silver en- 
joy full revenge for the ill treatment accorded it the last 
quarter of a century. But for some time to come gold 
must continue relatively the superior metal, as it has 
always been actually the more valuable one, and this 
circumstance exposes our currency to a severer strain 
than an inferior one would be subject to. An urgent 
foreign creditor, for instance, demanding instant pay- 
ment and having power to enforce it, would take the 
last sovereign he could lay hands on, whereas if silver 
crown pieces were neatly packed and offered him in cart- 
loads he would probably refuse it altogether, so that a 
nation with a reserve of silver currency to fall back upon 
is really in some respects in a more favourable position 
than another relying to the utmost extent possible on 
gold alone. This is amply illustrated by France to-day. 
It is a gold standard country like Great Britain, and long 
ago ceased to coin silver except as a subsidiary. But there 
is a very large stock of silver 5 franc pieces still in the 
reserve of the Bank of France, and as their legal tender 
has never been limited, anybody attempting to effect a 
large withdrawal for export is paid in these coins, which 
are useless for purposes of international exchange. The 
currency of all European nations is now based on the 
gold standard, and silver is supposed to be entirely 
eliminated from it, yet the reserves of Continental State 
banks still include upwards of ;^ioo,ooo,ooo of the white 
metal, which represents about 15 per cent of the total 
note circulation of those banks. 

The United States, again, which for some years 
have been pugnaciously gold standard, have nearly 
;^ioo,ooo,ooo of silver certificates in their currency 
covered by a reserve of actual coined dollars, and con- 
stituting about 25 per cent of the active note circulation. 
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It may be rank heresy to say so, but as internal currency 
these certificates are sounder, safer, and more honest, 
than either the greenback United States note or the 
National Bank note, the former with a reserve of less 
than 50 cents to the dollar of coin and bullion against it, 
the latter without a metallic dollar of any sort to cover 
its nakedness, and not strictly legal tender at all. The 
means by which this silver was introduced may be abso- 
lutely indefensible ; it has nevertheless recently saved the 
country from a far worse currency crisis that must other- 
wise have overtaken it, and if this particular element 
could be further augmented without awakening the old 
passions that played around it, the United States mone- 
tary system would be stronger and not weaker. 

A(h>antages of a Small Silver Currency 

This is an apparent digression, but has really a very 
direct bearing on the subject under consideration. If we 
protedl the mercantile and industrial classes from mone- 
tary stringency and its accompanying ills by the main- 
tenance of a substantial gold reserve, we may correspond- 
ingly be able to protedl the small trading as well as wage- 
earning classes against any possible scarcity that may 
result from that step, by the introduction of a limited 
silver currency, partially to replace the existing gold ope. 
The average working man who has to receive twenty, 
thirty, forty shillings or more as a wage for his labour, 
does not object to take the whole in silver ; in some ways 
it would suit him and facilitate the small retail transac- 
tions in which it has ultimately to be disbursed. It is for 
the convenience of the payer, not of the receiver, that 
the largest unit is invariably defrayed in gold, and 
only the fractional part of it in silver coin; indeed the 
attempt some years ago to Introduce the silver crown on 
a considerable scale failed absolutely for this very reason. 
Long habit is not to be broken by this means, but if the 
Bank of England or the Post Office would under- 
take to store silver and issue notes to represent it in de- 
nominations of ten and twenty shillings, redeemable in 
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coin at any principal Post Office in the United King- 
dom, there is every probability these would be accepted 
and pass from hand to hand as readily as half-sovereigns 
and sovereigns do to-day. 

There is an element of danger in such a change that 
must be guarded against. The objedl is to strengthen the 
currency, not debase or inflate it, and for this reason 
there must be a stri6l limit imposed. For that matter 
there is one already in existence ample for the purpose. 
Silver is not now legal tender beyond forty shillings, but 
this means of course that indebtedness to the extent of 
£2 gs. gd. can be discharged in this medium, the odd 
money being tenderable in no other way. This limit can 
be retained for notes as well as coin, so that anybody who 
disliked or distrusted them need not be compelled to 
accept them beyond a very small amount. In practise it 
would be found that the limit would be fixed by conveni- 
ence and not by law. It would, moreover, introduce into 
our currency system an element as invulnerable to a 
foreign drain as a gold reserve, and thus afford protec- 
tion at both ends. 

A gold reserve and a silver note issue are not in any 
sense in intimate association; each must be decided on 
its respedlive merits. Still, if both prove desirable there is 
much convenience in creating them concurrently. Increase 
of the silver coinage is solely the prerogative of the State 
to which the initiative would fall. As we have already 
seen, the State as banker would have to contribute to a 
gold reserve as suggested something like ;^7, 500,000, but 
it has not quite the same facilities for procuring the 
metal as an ordinary bank, and would probably require 
the assistance of the Bank of England to perform its 
share of the arrangement. By the coinage of silver and 
issue of silver notes it would be able by simple exchange 
to command the requisite gold, without interference in 
the open market or necessity to obtain supplies from 
abroad. Whether the country within the period assigned 
would absorb so much in silver notes, or would actually 
demand a larger amount of them, only the event can de- 
termine; the business would require to be worked with 
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the utmost circumspection, and while every inducement 
should be afforded to absorb the notes, the faintest sus- 
picion of compulsion must be avoided. The government 
would, under existing conditions, make a considerable 
profit from such a transadlion, and it would become a 
matter for consideration whether it should accrue in the 
ordinary way to the exchequer, or be set apart as a 
special reserve against the note issue itself. In all proba- 
bility the profit would not be so great as appears on the 
surface to-day, inasmuch as the more friendly attitude 
of so powerful a force in the monetary world as Great 
Britain would tend to remove the ban under which silver 
has so long and wrongfully lain, and raise its gold price 
to a higher level, thus reducing the present wide margin 
between coinage and bullion value. 

There is nothing in what has been here proposed cal- 
culated to injure to the smallest extent the free market 
for gold that helps to keep London in its paramount posi- 
tion in the financial world. Indeed the dealings both in 
coin and bullion might become still freer, because the 
question of a minimum reserve in the outside market 
would be of less importance when the internal necessities 
of the country were satisfactorily provided for. It is surely 
a paradox to talk of a free market for gold when a 7 per 
cent bank rate has to be maintained over a considerable 
period for no other purpose than to place restraint on it. 
On the other hand, it must not be imagined such reform 
is destined to cure whatever financial ills the country may 
in future be exposed to. The biggest gold reserve that 
can be constituted is only the foundation of the fabric of 
credit destined to be erected on it, and if the latter be- 
comes topheavy, the solidity of the former will not avert 
an overthrow. Reckless speculation and over-trading 
inevitably end in catastrophe, and whether there is a 
substantial gold reserve or there is not, the penalty must 
be paid. It is quite enough, however, to have to bear our 
own without assuming responsibility and incurring loss 
for other people's, which must continue to be the case so 
long as we afford indiscriminate recourse upon the whole 
of our monetary assets. 
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